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Dear Ms. Salas:

On November 4, 1999, United States Telecom Association (USTA) representatives
Kathleen Levitz, BellSouth Vice President of Federal Regulatory; Thomas Whittaker, Bell
Atlantic Director of Capital Recovery; Anthony Alessi, SBC Director of Federal Relations; and
Frank McKennedy, United States Telecom Association (USTA) Legal and Regulatory Affairs
Director, met with FCC Common Carrier Bureau Staff Lisa Zaina, Kenneth Moran and Deena
Shetler. The purpose ofthis meeting was to discuss why the Commission should grant USTA's
Petition for Forbeance from Depreciation Regulation in the above-referenced proceeding. The
attached material was presented and discussed.

In accordance with Section 1.1206(a)(1) of the Commission's rules, an original and six
copies of this notice and the written material are being submitted to your office today. Please
include this notice in the public record of these proceedings. Please contact me with any
questions.

Respectfully submitted,

___ >t:u.>A McKennedy
Director-Legal & Regulatory Affairs

Attachment

cc w/o attachment: Lisa Zaina, FCC
Deena Shetler, FCC
Kenneth Moran, FCC
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"-iliii!. . Reliellrom delreciatiol regulatiol
!if¥~

~!: Now is the appropriate time to forbear from prescribing
depreciation rates
• The Telecommunications Act of 1996 permits

forbearance and requires the elimination of
unnecessary rules and regulations

• Forbearance is in the public interest and eliminates
unnecessary regulation

• Fosters eniciencv of Price Cap Carriers
• Consistent with competitive market conditions and the

recent Access Pricing Flexibilitv Order
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• Companies use lorward-Iooking economic models
Isuch as prepared bv TFIJ to set lives lor externallv
reponed depreciation in conlormance with GAAP and
these regulatorl liveswill match those externallv
reponed lives.

• Rates used lor external repons provide amore
realistic pace 01 capital recovery, beDer matching
consumption 01 resources in the competitive market
environment
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{!~ Price cap regulation provides appropriate consumer
protection.

~!~ Purpose 01 Price caps is to emulate the restraint on prices
experienced in acompetitive market.

~!~ Price Cap mechanism limits IlEC prices using alormula
based on comprehensive economic market indicators,
not changes in panicular operating costs.

~!~ Regulation 01 depreciation provides no enective
consumer protections, is inenective as aregulatorv tool
and should belorborne as it is unnecessary.
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{!.: III eiliruis slIllllIe illllill relSllllllelsecdl1 2011
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~!.: IIdglSI Cllills

11/5/99 5



••.••••·..••·.•·••••·.•••••7'::::;:l~

11m! 'II!
:i·.. Forllelrllce does IOllnecllhe FCC's:
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~!~ 1IIIIIrill II rlVilw lIWlr-FlnnIIIMiISlIlIIIOliliS
~!~ I:llellldll 111111 Prellledvill Flellr
~!~ 1IIIrllilldil 11111111115 ellll.I_111S
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Forbearance does nOlanect:

~~: Prices lor interconnection, UNEs or Universal Senice suppon:

1!~_i10' • ~::=~~:::::~~Oc~~lp::::::~Cu~I::::~:'8:::::::~eThe
relulations Irom which lorbearance is reqUeSied applv to the
arbitrary determination 01 the rates 01 consumption olllECs' total
embedded assets

• UNE prices and interconnection arrangements are developed bv
negotiation between panies or bv the state PUC based on
lorward-Iooking, not recorded cost
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iii!!
Price Flex Order provides removal of services from

illl_i price caps:

~!.: 1000Iediate removal 0111 services IroOl price caps
Iconditional) -existing high degree 01 competilion

~!.: Provides Irame work and triggers based on degrees 01
competition lor additional pricing IlexibililV in MSAs
• Phase I: Contracttarifts IreOlove Irom price cap)
• Phase II: HeOloval 01 competitive services IroOl price

cap regulation



FCC's Pricill FlexibililV Order, Dlcllel II.

"Althoulh our currenlPrlce cap rellme lives LEGs some pricinlilexlbllltv
and considerable IncenUves to operate enlclenUv, sllnilicani relulalorv
conslralnts remain. As the market becomes more clmpeUUve, such
constralnlS become Clunler prlducUve." (11 19.J

{!} " •••relulaUon imPlses CISts on carriers and the public, and the CISts II
delaVlnl relulatlrv rellellutwellh anv CISts asslclaled with Irantlnl that
reliel belore clmpelilive allernallves have developed 10lhe Pllnl thai the
incumbenllacks markeIPlwer." (11 91.J
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FCC's Pricing Flexibilitv Order, Dlcllet NI.

~i "First exlSdng rules clearlv limil price cap LECs' abllill II resPlnd II

::I);;I::i; ::::!::!:r~~:::';:d~:':iZ~=:::::E~~;:::~~:=~:r
vllume and lerm dlSClunllnerlngs mav creale aprice umbrella Ilr
clmpeUIIrs. Seclnd, as menUlned ablve, delavlnl reuulallrv rellel
ImPlses Clsts In carriers and Ibe public, Ibe latter II Which is deprived Illbe
benellts II mIre Vlglrlus clmpeUUln." It92.J

~i: "Flnallv, because regulaUln Is nIl an exaci science, we cannoldlle Ibe granl
II regulallrv relielll clinclde preciselvwilb Ihe advenlll compedUve
allernadves lor access II each IndiVIdual end user. We clnclude Iballbe
CISts II delaVing relulallrv relielluMellh Ibe PllenUal CISIS II granUng II
bellre IXCs have aClmpellUve allernallve Ilr each and even end user." It
144.J
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Need IOIDIleb reslonsillililJ lor IDlrilel
Irieing Ind delreeillion

~!.: IlEGs' increased Ireedom to price more responsivelv to
competition must be matched bv corresponding
responsibilitv lor capital recoverv consistent with the
competitive market environment

~!.: Current depreciation regulation does not allow ILEGs to
rellect the enects 01 the market conditions in which thev
IIPerate

~!.: Forbearance Irom depreciation regulation would alleviate
this mismatch
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There are no real risks from forbearance
CC DOCKET NO. 98-137

PARAGRAPH 6

ABOVE-CAP FILING • Stringent cost showing already required under Commission rules.

"X" FACTOR • Does not vary with changes in depreciation rates.

UNIVERSAL • The FCC's forward-looking economic cost model prescribes the input for
SERVICE capital recovery, not Part 32:accounting rules nor ILEC accounting

practices.
EXOGENOUS COSTS • Depreciation changes are endogenous.

UNEPRICES • Under Section 252, UNE prices may be negotiated between the parties or
determined by the state PUC regardless of the ILEC depreciation practices.

TAKINGS • Beginning with implementation of forbearance, an ILEC becomes
responsible for the effects of its own capital recovery policies absent
regulatory interference.

LFAM • When used, an LFAM adjustment is subject to intense FCC scrutiny.

• The LFAM is an exogenous adjustment effective for only one year. It is
then reversed, returnin~ the price cap to its lower, unadiusted level.

Note: In any event, the FCC retains authority and oversight in all of these matters, irrespective of the
manner in which depreciation lives and rates are used for re~latory financial reporting purposes.


